Internal Revenue Service Departnent of the Treasury

Bistrict 1108 Conmerce St., Gallas, Texas 75292
Directer

Date NOV 2 2183

Employer 10 Number:

Parson to Contact:

Telephone Number:

Refar Reply To:

Dear Sir or Madam:

We have cunsidered your application for recognition of e<emption from Faderal
incoma tas under section SQA1(c)¥(7) of the Internal Revenue Code.

A review of the informat.cr submitted reveals that you incorporated in the State
of N o B o crsenizing document wes amended to state that
your organization 1s organized to conduct and be engaged i1n charitable,
benevolent, educational, civic, social, fraternal, literary, cultural, athlatic,
scient:fic and lixe activities; primary activities which include providing
alcoholiz beverage service to the members of the club. More specifically social
ang athletic activities to include racquetball tournaments SX fum runs, golf
outings, water volleyball mixers, and annual anniversary parties.

1s affiliated with , a for proftt

automatically become members of

maintains the private club liquor

, 8 for profit athletic club and 1s managed by

~ a sister organization which leases the lounge space
. The tarms of the lease state that

(Lessee) shall pay to (Lassor) the sum

percent of 6ross Receipts from the sale of alcoholic beverages per

The Officers of are:

- Vice Prasident - Finance/Accounting, -

- Vice President - Finance/Accounting, and

Your financial data shows that your primary source of ravenue

i1s from the sale of liquor and contains an exgense titled Reimbursed Payroll
Expense.

In your letter dated you make the following statements:

1. does not have organized social activitiass at this
time.

2. Only one class of members axists -Regular. There are currently no mcmbers?ip

dues. There are no publications, etc. regarding the organization.
3. The organization does not have a membership application.
4

. You state that only private clubs can obtain ligquor licenses tn a designated

antity. Members of

license for

month.




rd

DRY area (area that ‘aorbids the sale of alcoholic beverages in public

facilities). was formed for the benefit of dues
paying members of a for profit entity.

1s 120% owned by ~ a subsidiary of

is not

owned or under any control by

B B cceives R of all guest checks at

to replenish
the liguor account.

has .l corporate membership.
designate which employees or executives are members of
Actual breakdown of corporate verse individual

revznue 18 not available., 6. A copy of the managing agr=ement was requested
but not provided.

The corporations

Internal Revenue Code section S@1(c)(7) provides for the exemption of “clubs
organized for pleasura, recreation, and other ncn-profitatle po-poses.
suhstantially all of the activitie, of which are for such purposes and no part
wf the net earnings of which i1nuras to the bhenefit of any private sharsholder."

Re.s"ue Ruling 686-225, 1966-2 C.8. 227 holds that a nonprofit organization which
prcvides entertainment for :ts members does not qualify for exemption under
section S31(cHT) of the Internal Revenue Code of 1954 wher= it is controlled by

a taxable corpcration and ocperated as an integral part of such carporation’s
bus:ness.

In Great=r United Navajo Development Enterprises, Inc v. Commissioner, 74 T.C.
69 (1980) it was held that two corporations with the same directors, officers
and staff were regarded by both the IRS and the court as one organization.

Revenus Ruling 74-489, 1974-2 C.B. 169 holds that a country cluh that issuas
corporate memhership 1s dealing with the general public in the form of the
corporations’ employses. 6ross receipts from such members will be a factor in

determining whether the club qualifies as a saocial club under section SQ1(c)(7)
of the Code.

Revenue Ruling 69-527, 1963-2 C.B. 125 holds that not only must an organizatton
sesking exemption under section SAI{(cH7) prove that 1ts members are bound
together by a common objective, but alsc that such common objective is dirscted
touwards plesasure, recreation, and other nonprofitable purposes. Thus, a social
club formed to assiat its members in their business endeavors through study and
discussion of problems and other activities at weekly luncheon meatings doaes not
qualify for exemption since any social activities at the luncheon are merely
incidental to the businesas purpose of the organization.

Revenue Ruling 59-635, C.B. 1968-2, 126, holds that a commingling of mambars
must play a material part in the activities cf the organization before a saction
501(c (7)) axemption can be granted.

Revenue Ruling 58-589, C.B8, 1958-2, 266 states that in making a datermination on
whether an organiration cames within the provisions of section S@1(c)(7) of the
Code, all facts pertaining to its form of organization, method of operation and
activities should be considered. An organization must establish (1) that it is



[ 92}

a club both organized and operated exclusively for pleasure, recr=ation and
other non-prafitabla purgosaes and (I} that no part of t1ts net earnings inuraes tc
the bernaf1t of any private shareholder or individual. To meaet the first
regquirement . there must be an 2stablished membership cf i1ndividuals, personal

contacty angd failowshia. A commingling of the memhers must play a material part
in tre life of the organization,

Arnar v. Rogan, 40-2 U.3.T.C. holds that clubs mus’ have memhers actively
sraring tnterasts or goals, as svidencad, for example, by appropriate
preraquisite conditions or limitations ugon members. [t is insufficient, for
purposass of this tax exsmpgtion, for an organization to be able to demonstrate a
commen objective or interest of the members: commingling 1s essential.

Barstow Rodeo and Riding Club v. Cowmnrlssicner, 12 7.C.M. 135t {1353) holda that

a club must have an estatlished membership of ndividuals, personal contacts angd
fellowship.

Based on the :nformation presented, we have concluded that you do not gualify
for exemption as an organization described tn section 5A1{(c)}(?) of the Code.
Spec:ific factaors of your orgarization support that vou are grimarily srganized

for the benefit of memsers of NG . ~ ‘o nrofit =ntity., Your

articles af i1ncoarporation state that your primary activity 13 to provide an
alconolic b=verage serv:ca to the members of the club. Members of

B. 2 for profit entity ars .utcmatically members of [N N \
You have no membership apnlication, and there are currently no membership dues.
Your organization does not have any organized social activities at this tima,

You are similsr o the organization described in Revenue Ruling 66-22%5, supra.
You are providing entertainmant for your members, and you are operating as an
integral part of a for profit entity. [N h2: [): coroorate

mambership. Actual breakdown of corporate verses individual revenus is not
availablae.

Like the organization described in Revenue Rule 74-489, supra, you offer

corporate membership ang no other gualifications are required in oraer to become
a memher of your organization.

You do not comply with Revenue Puling 63-527 supra. You members are not
bound togsther by an objective which is directed towards pleasure,
racraation, and other naonprofitable purposes,

Thus, you do not qualify for exemption under Code section S@1(c)(7) or any other
section of the Cods.

If you do not agres with these conclusions, you may, within 38 days from the
date of this letter, file in duplicate a brief of the facts, law, and argument
that clearly sets forth your posi.ion. If you destire an oral discussion of the

issus, please i1ndicate this in your protest. The enclosed Publication 832 gives
instructicns for filing a protest.

17 you do not file a protast with this office within 3@ days of the date of this
report or letter, this proposed determination will become final.




I? you agree with these conclusions or do not wish to file a written pratest,

please sign and rsturn Form 6@13 in the enclosed self-addressed envelaope as soon5§
as possible. o

If you have any further quastions, pleass contsct the person whase name and i?@
taslephone number ars shown at the beginning of this letter. !

Sincerely,

District Director

Enclosures:
Publication 892
Form 6018





